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EXECUTIVE OFFICE OF THE PRESIDENT SP EC'AL

OFFICE OF MA_NAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

August 30, 1985
LEGISLATIVE REFERRAL MEMORANDUM

70: Legislative Liaison Officer

Department of Defense (Werner Windus, 697-1305)

Department of Health and Human Services (Frances White, 245-7750)
Department of Justice (Jack Perkins, 633-2113)

Department of State (LeeAnne Berkenbile, 632-0430)

Department of Transportation (John Collins, 426-4694)
Department of the Treasury (Richard Carro, 566-8464)

Central Intelligence Agency

U.S. Postal Service (Fred Eggleston (245-4636)

SUBﬁBCT: OPM testimony for September 9 on S. 1527, Supplemental
Retirement System.

The Office of Management and Budget requests the views of your
agency on the above subject before advising on its relationship to
the program of the President, in accordance with OMB Circular A-19.

A response to this request for your views is needed no later than
September 5, 1985.

Questions should be referred to Hilda Schreiber
(395-7362 )-or-to-——-—————-—mmm—————m e f-—mm - >
the legislative analyst in this office.

Naomi R. Sweeney for
Assistant Director for
Legislative Reference

BEnclosures
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STATEMENT OF
BONORABLE CONSTANCE HORNER
DIRECTOR, OFFICE OF PERSONNEL MANAGEMENT
before the

COMMITTEE ON GOVERNMENTAL APPAIRS
UNITED STATES SENATE

at a hoarina on.

8. 1527, THE CIVIL BERVICE
PENSION REPORM ACT OF 1985

SEPTEMEER 9, 1985

-f

MR. CHAIRMAN AND MEMBERS OF THE COMMITTRE: -

TRANK YOU FOR INVITING ME TO APPEAR TODAY 70 DISCUSS §. 1527, THE CIVIL
SERVICE PENSION REPORM ACT OF 1985.

IN THE ADMINISTRATION'S VIEW, THE INTRODUCTION OF 5. 1527 REPRESENTS THE
MOST IMPORTANT, AND MOST POSITIVE, STEP FORWARD TO DATE IN THE DISCUSSIONS
OF AN APPROPRIATE NEW RETIREMENT SYSTEM FOR THOSE FEDERAL EMPLOYEES WHO
ARE COVERED BY SOCIAL SECURITY. THOSE OF US WHO HAVE GOTTEN INTO THIS
ISSUE AT ALL ARE VERY MUCH AWARE OF HOW COMPLICATED IT IS, AND §. 1527

DOES A VERY IMPRESSIVE JOB OF ADDRESSING THE MYRIAD ‘ISSUZS AND CONCERNS
INVOLVED HERE.

THE CIVIL SERVICE PENSION $YSTEM THAT WOULD BE ESTABLISHED BY 8. 1527
WOULD BE VERY SIMILAR TO THE BETTER PENSION PLANS IN THE PRIVATE SKCTOR,
AND WOULD MEET THE ADMINISTRATION'S OBJECTIVE OF PROVIDING AN APPROPRIATE
LEVEL OF RETIREMENT BENEFITS FOR FEDERAL EMPLOYEES AT A REASORABLE COST.
THIS NEW SYSTEM WOULD BE CAREFULLY BALANCED TO MEET THE WEEDS OF
FULL~CAREER FEDERAL EMPLOYEES FOR A SECURE AND ADEQUATE RETIREMENT INCOME,
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YET WODLD ALSO PROVIDE PAIR TREATMENT POR EMPLOYEES WHO REMAIN WITH THE
GOVERNMENT POR ONLY A PORTION OF THEIR WORKING LIVES.

BUILDING ON SOCIAL SECURITY AS A FOUNDATION, 8. 1527 WOULD PROVIDE A
BASIC LEVEL OF BENEFITS THROUGH A DEFINED BENEFIT PLAN AND THEN, AS
CALLED FPOR IN THE PRESIDENT'S BUDGET, WOULD INCLUDE A DEFINED CONTRIBU-

TION PLAN. WE BELIEVE THAT A DEFINED CONTRIBUTION ELEMENT, GIVING
EAGH EMPLOYEE THE OPPORTUNITY TO MAKE PROVISION FOR HIS OR NER OWN

RETIREMENT, 1§ ONE OF THE MOST ATTRACTIVE FEATURES OF THE NEW SYSTEM.

——
THE BILL HAS EEEN CARFFULLY CRAFTED TO ADDRESS THE SPECIAL PERSONNEL
MANACEMENT AND PISCAL MANACEMENT NEEDS OF THE GOVERNMENT, YET BRINGS

T0 TRE GOVERNMENT THE BEST PRACTICES OF THE PRIVATE SECTOR. A PARTI-
CULARLY COOD RXAMPLE OF THIS I6 THE LONG-TERM DISABILITY PROVISION

IN THE BILL, WHERE TEE BENEFIT STRUCTURE AND THE CAREFUL MESHING OF

THE DISABILITY BENEFIT WITH SOCIAL SECURITY AND WITH THE REST OF THE
PENSION PLAN WILL ALLOW US TO PROVIDE SOUND AND ADEQUATE INCOME PRO-
TECTION POR OUR DISABLED WORKERS IM A MANNER MUCH MORE AKIN TO THE

WAY OTHER EMPLOYERS HANDLE THIS SENSITIVE ISSUE.

OF COURSE, ONE OF OUR MAJOR CONCERNS HAS TO BE THE COST OF THE MEW
SYSTEM. THE CONGRESSIONAL RESEARCH SERVICE, USING SOCIAL SECURITY

TII-B ACTUARIAL ASSUMPTIONS, BAS ESTIMATED THAT TRE EMPLOYER SRARE OF
THE NORMAL COST OF THE CIVIL SERVICE PENSION SYSTEM WOULD BE 20.8

PERCENT OF PAYROLL. WE RAVE OUR OWN BOARD OF ACTUARIES ADVI.SI!G Us
AT OPM, AND THEY BELIEVE THAT SOMEWHAT MORE CONSERVATIVE ABSUMPTIONS
ARE LIXELY TO PROVE MORE ACCURATE OVER THE LONG TERM, BUT EVEN USING
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THE BOARD OF ACTUARIES ASSUNPTIONS, THE COST IS ESTIMATED TO RE ONLY
A LITTLE NICHER, 21.1 PERCENT OF PAYROLL. WHMILE WE BELIEVE THE BOARD
OF ACTUARIES ASSUNPTIONS ARE PROBABLY SOUNDER, THE COST BY EITHER
WEASURE 15 REASONABLY CLOSE TO' THE PRESIDENT'S GOAL OF ABOUT 20 PERCENT
OF PAYROLL, AND I HAVE NO OBJECTIONS TO USING THE CONGRESSIONAL RESEARCH
SERVICE WUMBERS IN THESE DISCUSSIONS.

I WOULD NOW LIKE TO TURX TO A FEW RESERVATIONS WE DO BAVE ABOUT VARIOUS
ASPECTS OF THE BILL, BUT BEFOXE I DO 80, I WOULD LIKE TO EMPHASIZE THAT
oubam—r

OUR SUGGESTIONS FOR CHANGES HERE SHOULD NOT BE TAKEN AS CALLING INTQ
QUESTION OUR STRONG SUPPORT FOR THE OVERALL APPROACH OF §. 1527.

AS IS INEVITABLE IN AN UNDERTAKING AS MASSIVE AND COMPLEX AS THIS, THERE
ARE A GREAT MANY TECHNICAL DETAILS WHERE WE WOULD LIKE TO SEE MINOR
CHANGES, AND 1 HOPE. OUR STAFFS WILL BE ABLE TO WORK TOGETHER TO RESOLVE

THESE MATTERS. I WOULD, HOWEVER, LIKE TO DISCUSS A FEW OF THE MORE SIG-
WIFICANT IBSUES.

ONE PROBLEM THAT WE BAVE TO PACE IN DESIGNING A GOVERNMENT RETIREMENT
SYSTEM 1S THE APPROPRIATE TREATMENT POR CERTAIN SPECIAL CATEGORIES OF
EMPLOYEES WHERE A YOUNC AND VIGOROUS WORK FORCE IS MNBEDED, SUCH AS

LAW ENFORCEMENT OFFICERS, FIREFIGHTERS, AND AIR TRAFFIC CONTROLLERS.

$. 1527 HAS A NUMBER OF BPECIA‘L PROVISIONS DESIGNED TO PROVIDE FOR °
THESE EMPLOYEES. WE ARE PARTICULARLY PLEASED BY THE PROVISION THAT
WILL CHARGE TME AGENCIES EMPLOYING THESE GROUPS FOR THEIR SPECIAL BENE-
FIT5, RATHER THAN SPREADING THIS COST ACROSS THE WHOLE SYSTEM. HOWEVER,

AS 1 HAVE DISCUSSED THE TREATMENT OF THESE GROUPS WITH MY COLLEAGUES IN
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THE AGENCIES EMPLOYING THESE WORKERS, IT HAS BECOME APPARENT THAT THE
BILL AS IT STANDS DOES NOT ADEQUATELY PRESERVE CERTAIN usmui. PEATURES
OF THE CURRENT RETIREMENT SYSTEM POR THESE EMPLOYRES.

WE BELIEVE THE BILL MUST BE CHMANCED TO PROVIDE A REASONABLE LEVEL OF
BENEPITS THAT WILL ALLOW THESE WORKERS TO RETIRE AT ANY AGE WITH.25 YEARS

OF SERVICE, OR AT AGE 50 WITH 20 YEARS OF. SERVICE. THE MANDATORY RETIRE-

MENT PROVISIONS OF CURRENT LAW AREZ ALSO ESSENTIAL TO THE MANAGEMENT OF
THESE SPECIALIZED GROUPS, AND NEED TO BE RETAIMED.

ohogr

FINALLY, THE COVERAGE DEFINITIONS NAVE CAUSED CONCERN AMONC THE EMPLOYING
AGENRCIES. WE RECOGNIZE THAT THESE DEFINITIONS WERE DRAWN FROM AN EARLIER

DISCUSSION DRAFT PREPARED BY OPM, BUT WE BELIEVE THEY MEED TO BB REEXAMINED.

UNDER §. 1527, A LAV ENFORCEMENT OFFICER OR FIREFIGHTER WHO MOVES INTO A
MANAGEMENT OR ADMINISTRATIVE JOB WOULD LOSE SPECIAL RETIREMENT COVERAGE,
IT 15 ESSENTIAL TO THE OPERATION OF THESE SPECIALIZED ACTIVITIES THAT WE
CONTINUE TO BT ABLE TO RECRUIT MANAGERS FROM AMONG THE LINE WORKERS,
ACCORDINGLY, WE THINK THAT THESE DEFINITIONS NEED T0 BE CHANGED TO PERMIT
MOVEMENT INTO THE MANAGERIAL RANKS, ALTHOUGH IT iuarr BE POSSIBLE TO RE-
QUIRE SOME MINIMUM PERIOD OF WORK IN 'l'l! BASIC COVERED POSITIONS.

ANOTHER PROVISION THAT CAUSES SOME CONCERN IS THE REQUIREMENT IN THE BILL
THAT THE DEPARTMENT OF DEPENSE MILITARY RETIREMENT FUND BE LIABLE POR THE
COST OF CREDITING MILITARY SERVICE UNDER THE CIVIL SERVICE PENSION SYSTENM.
WE DO NOT THINK THIS IS AN APPROPRIATE SOURCE POR THIS MONEY, SINCE WHAT
18 INVOLVED HERE IS MOT REALLY ANY SORT OF TRANSFER OF LIABILITY FROM
ONE RETIREMENT SYSTEM TO ANOTHER, BUT INSTEAD MERELY THE CREDITING UNDER
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CAREZRS TN DAPLOTMENT THAT WAS SHELTERED FROM SOCIAL SECURITY TAXATION,
AS FEDERAL DMPLOTMENT BAS BZEN. DY COMPLETELY WAIVING THE OFFSET FOR
EMPLOYEES WHO TRANSFER, MANY LONG-SERVICE FPEDERAL EMPLOYEES WEO ALSO
QUALIFY FOR SOCIAL SECURITY BENEFITS OR' THEZ BASIS OF MINTMAL SOCIAL
SPCURITY-COVERED EMPLOYMENT COULD EXPERIENCE A SUBSTANTIAL VINDPALL,
SECEIVING NUG! GREATER TOTAL BEMEFITS AS A KESULT OF TRANSTIRRING 70
TUE NEW SYSTEM THAN THEY COULD RECEIVE IF THEY STAYED UNDER THE CURRENT
SYSTEM. WE BELIEVE THE WINDFALL orrgz‘r MUST BE RETAIMED, AT LEAST TO

.

SOME DEGREE, POR TMESE PEOPLE. ——

yINALLY, T WOULD LIKE TO TURN BRIEFLY TO OKE OF 8. 1527'S MOST INTERESI-
ING TEATURES, 1TS TERIFT SAVINGS PLAN. TBIS PLAN IS VERY SINILAR 10,
THOUGH NOT QUITE IDENTICAL WITE, A 401(K) PLAK. AS YOU KNOW, THE PRESI-
DENT'S TAX REFORM PROPOSALS CALL FOR LIMITING 401(K) PLANS TO
PROPIT-ORIENTED EMPLOYERS. WHILE WE MUST, THEREFORE, OBJECT TO INCLUD-
ING THIS 401(K) PLAN IN 8. 1527, WE REMAIN VERY NUGH COMMITTED TO THE
OBJECTIVE THE THRIFT SAVINGS PLAN WAS TRYING TO MEET, NAMELY 7O ENCOURAGE
AND ASSIST EMPLOYEES TO SAVE JOR THEIR OWN RETIREMENT, IN ORDER TO SUPPLE-
MENT THEIR SOCIAL SECURITY AND BASIC PLAN BENEFITS. WE ARE EXAMINING
OTHER PROVISIONS IN THE TAX LAWS, SUCH AS THE SECTION 457 PLANS FOR STATE
GOVERNMENT BMPLOYEES, AND WE HOPE TO BX ABLE TO PROPOSE TO THE COMMITTEE
SHORTLY AN ALTERNATIVE APPROACH THAT WILL BOTH SATISFY TME IMPORTANT
OBJECTIVES OF S. 1527'G THRIFT BAVINGS PLAN AND BE CONSISTENT WITR THE
PRESIDENT'S TAX REFORM PROPOSALS. .

THANK YOU AGAIN POR THE OPPORTUNITY TO PRESENT THESE VIEWS. 1 WOULD BE
HAPPY TO ANSWER ANY QUESTIONS YOU MAY BAVE,
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